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MEMORANDUM FOR: Recipients of “Sconcmic Aspects of the Power
Position of the USSR and the Sino-Soviet Bloc
g in 1960-1965-1970." Project 00.2870, Dated
18 May 1960

SUBJECT 3 Changes in 18 Mey 1960 copy of "Economic Aspects
of the Power Position of the USSR ard the Simo-
Soviet Bloc inm 1960-1965-1970."

1. The atteched revised peges reflect editorial apmd sub-
stantive chenges resulting from ERA/ORR review of the subject
report. Recipiente are ask@d to substituts these pag@s in their
copy of {the report.

2. In eddition, Section 7, Bxiterna)l Economic Relatvlons,
pages h3»h7, has been ccmnl@ted ard is also atiached.

3. Contributors and revievers who bave edditional substantive
changes to propose are requested 10 commupicate with the undersigned
as soon &8 possible.
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INTRODUCTION

The measurement of national power i3 a2 problem for vhich there
is no single étatistical ansver. No measure has yet been conceived
which will %ell; in absolute terms, the size of the national power
of any state. It is possible, with some degrse of confidence, %o

meagure ordinal changes in'the national power of a given geo-political

entlty. Lacking a cardinéi'hase; however, 1t is hot rossible to relate
relative pover between two or more states by any known procedure vwhich
would be commonly accepied by all, or even éost, viewers of the
international scene.

These qualifications on the measurement of overall national
pouer apply also to the more épecialized consideration of the economic
aspects of national power. While it is true that there are a number
of overall economic magnitudes which lend themselves to statistical’
measureﬁents, it is equelly true that when used for inter-temporal
or inter-spacial comparisons these measurcments have inherent limitations
which circumscribe sherply their validity without qualifications. In
most cases, the qualifications tend ¢o blur the reaningfulness of the
camparisons made. For the purposes of this peper there are four
problems in the analysis of economic power which are directly rele§ant

to our considerations. They are: (1) the problems of measurement

of economic magnitudes; (2) the problems of time projections of economic
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activity; (3} the problems of comparability of given economic
measurements; and, (%) the problem of the meaning of these indicators
as related to a concept of economic pover. The first three of these
are essentially statistical problems with their attendant difficulities.
The fouxrth is a>more elusive problem, not subject to statistical
meaSﬁres, and it is treated further in the following section. In
the analysis of the economic bower of the Soviet Union apd the
Sino»Séviet Bloc these problems must be exemined sot only as
economic measurements but, and perhaps more importantly, as they
~relate economic posture to So§1é£ political, military, sociological,
and psychological goals.

The report which follows consists of three parts whichg.t&ken
in reverselbrderifopruTPOSes of clarity, are:

' Part III - A series of specialized studies of vafious eecpomic
activitiés and measufeﬁents’of the Sino-Soviet Bloe desigped to
provide & background of material which, in one mammer or another,
is relevant to the understanding of econocmic poﬁér, These studies
have circulated to the Task Force and should be considered as the
Thirdp or Appendixg part of the study. Theyvalso provide the backup
for the preceding. part of'the reports '

Part IT - A summary of those specialized étudies vhich seem
most directly relevant to the problem of the measurement of Soviet
and Simo-Soviet Bloc economic bower, particularly as this measurement
invites comparisons with the U. S. and the Western World.

B ' \
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Tos spectetore of this contest -- powtieulnrly the ueomEd. tied
apd underdeveloped countries == axe &5 wohle o6 the comtestants to
geasure the reel size OF ond chonges in wzelntive ecconomic pover. A
e of ¢he Progress of the conkest 18 Fformad however cxd the
spRivence of this °"m@ " e thelr ovn ecosomic erd polibtlesld
GOUXBES OF @@j’@ioz@ gay, o fect, heve & weol boowing on the relative
occoponde povers of the o contenders, portlewlorly im the lopg riR.

Second, in the Simo-Soviet Blec the pover Lo deternlning
ccopg@ie policy -- indeed Fo¥ 233 ceonsmic declsolions == Xepased
wholly within the Parvy-State apparates. Tz eosential identdty
ox Poovy cpd State 9v wen together vith the foet of — plosadng
or oll ececomomic oetivities, results im O padgue cituniion whereln the
ced uoe pattern of the caspoments of Eloe grobd poticanl profuct oawe
@@@mi@rwﬂy Qirected to cuppost spaeitie pﬁeademzmimé ceonaAle
policies. In This GRRRE e volume ond @lrecticn of the L1low of
cundis dato the lovestmant (or defemie, oF compuTRtion) sector con be
erplicitly regulnted. Tapn, the sote oF mventoent fa grovwih
ﬁm&u@mg sphustey, the level of defemie erpernditures; and the TR
o growth oF coRSUEEP IO, OIS predetoradned by the ecentrol plavadnz
suthordtled.

e exbent of this cility to dlrest e volwme ouf the
sabtern of epd vse ollloentions Of FeOHouTest cEoles the Blee regkzzo

20 do more thenm conbvol and direct JmrerEnl ceongie developrert.

=G
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policies in diract suppor: of eokiticel, wililtavy, soclologicald, and

psychological.goals at aacional, ard ivtarnstiors) ieﬁels; e ghridvy
to moid gconomic policy to suit tonueconomic activities provides a
flexibility with which it is possibie For th= Blec states to urderitalke
econcmic actions as a divsct respons® Lo cuvkant internal or externali
problems or o undertake echions de :signzd to produce a reaétion < oY
necessarily economic - on the pert of efther tha Hestern wordd ox the
Bloc populaceg_

,Thifd, thig diresct contrel has aided the Pioz whan engaging in
direct competition with the West in z2etebiiched Hestern merkets and

o

in trade and gid relationghinz with the underdzvalonsd and uncommiltad

countries of the vorild. It mesns that uot o only a comnsideration of tha
capabilitles of The Bloc to ccmp te on en ecomomic besie but also oF

its intentiocns to wield political and L wllitary influsnce through the
use of seonomic pressuras must ba made. The Aleoc bss reached an

@conemi vhera ite entry into compatliitive Borld merlkets may be

S

used a5 a potent pcoiiticel vespon. Thus, it can, ard de=s, faghion
8 Fovelgn aid progrem with tha unds: 5@ve‘©n >4 and uancormit d countries
base& on political goals s vel¢ as upon racicunl © @ncmic.c@nsidezaaacv
This dcss not imply 5hat.al$ ~ OF even & lavrge navu'~ of the intsr<bloc
trede 1 not based upen ecdomomic consideretions. im fact, quite the

reverse is the ceze. The increnant oo peuer cones lnto vlay when tho

potertial ability of the Bloe o arbitraril ¥ a2d drastically shify

[

AT)

trede relations for non-ceonomic 2eagons g avaelusteld.
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in these goals ere also more easlily tranzlossd into aconomic acticn
by virtue of this contrel of all econcwic asbivity. ‘The Bloc is

further aided in this respact by its reiative irdspsndones with

=

respect to ouiside sources of supplics. Thus, in compating with
the Western world for marksts and for eources of supply in the
und@rdevelopsd and uncommittsd nations of Ltha ﬁorid toe UBSR and
the Bloc as a whole can he guided by WeoLey non-aconomie objectives.
While it is true that a great many of thr trade and aid PDROETENS

of the Bloc have a mitusl econcmic Justificavion; the hilateral

)

trading practices of the Bloe, the prioritisse of imby: -Bloc wEala,
and the Soviet Unioa's grester need for Vestern irdustyial produc
when coupled with the scmétimes blatarsly poiitical, motivation, may
continue to limit the growth of thase trede relatlonghips with the
underdeveloped countrizs.

Competition by the Bloe in ssitablished VWestarn wavkets in the
non~-irdustrieiized Freze World may occwr in scme isolated irdustrial,
products and raw materials. Scme such compatition will, in 833X
'probability'be effected for political reascrs avd its fora and extent
will erend largely on the political exigamci@s of the particular
situation. On the ot fr haprd, Bloc tradsz with the industrialized
Western nationk will continue to sarve orimerily o8 & means of

obtaining essential Western technology ond for hard currenciees.

ts ability

bds

Cue further concluding note ig in order. With

to diresct inlternal econcmic activity the USSR is in a positicn

a‘?c <«
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to alter the patiern of e@d use of economic output directly—-md‘
virtually at will. While we foresece a level of defense expenditures
during the next 10 Years vhich remains constant--or grows only
slovly (not more than 3 percent per year) this projection 3s based
on a mumber of asswmptions which cbtain at present svd which we
expect will obtain, in general, during the period of the estimate.

A marked change in Soviet militery, political, or economie goais
could alter this projection markedly. In short s given the asgumptions
thet rapid overall econcmice @rawﬁh«with & priority om heavy
industry and scme galns to the comsumer--vhich will insure fulfille
ment of the 7 Year Plan 18 & major goal of the USSR apd given the
assumpiion that advenced weapons systems costs will be largely met
out of reduced conventional defepse expenditures our projection is
reagsonable apd the relative economic power of the USSR (amd the
Bloc as & vhole) will continue to present o growing challenge to

the West. We camnot significantly effect this economic growth of

tke Bloc by domestie cconcmic meesures.

Fevised: 2h May 1960
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projectic-~the ckonges lu G erd uwe wlloewticws by 1965 n:ix 1970
{in 1958 prices) would wesult ixn the Tollowdng pletuse oo

&. Comsuwmilon, &¢ » 3.5 porcent per capiite conval wote of
inesease, would claim o reduced shore of CRP=--perbaps to about 5%
percent in 1965 and SO percent im IGO0 (e cowpared to about 40 percent
in 1958).

b. JXovestwsnt, ot en gonvad average rote of lmerense of ahoud
1) percent wowld inereose its shawe Lrowm mbout 27 percaat in 1558 to
about 35 and k0 percent im 1965 end 1970, respectively. Toe contri-
bution of this investwmant <o growth would depend wpom the direction
of the allocation of the investwmesnt rosouress.

c. Defemse, 4% 4% rewmsins at 4te recent sbsolute levels
will claim & reduced sm of GNVP; perbape @8 low as 7 percent 1o 19565
ard 5 pexcent im 1970. Alternatively, 12 it retoins a cleim op @ |
ecmstent shaxe of GNP, 1t would remsin at about 9 to 10 percent.

Defense expenditures, although relatively stable since 1955,

remmin 88 potentially the most volatile elewent im the Soviet GNP
end use pattera. It is umdoubtedly the highest priority clsimant
on certain economic resources. This priority is directly affected
by & nurber of factors whose trend is ugpredictable. These factors
include Soviet military apd economie intentions, Soviet responses to
US economic, militery, epd foreign rolicy actions, and the occurrence
or nom-occurrence of a techmologicel brealtbrough in the weapons

¥ Vhen measured im the prices likely to prevail in the Puture the shift
in proportiom: of GNP would be less gimee there would probably be
coxpensative price changes. Prices would fall 4m fest groving sectors,
relative to thise of slower growth, as the scale of production expended.
13-
S=E=C=R=F=T
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£ield the exd vesult of which could be to either raise or lower
Toted military expenditures. A lowering of the relative share of
total output going to defense would result in an increase in the
relative shore ellocated to copsumption of iuveatz.mnt The direction
of this chapge in allocation would depend upon where; in the military
esm‘bn&}mwn‘t the reduetion--or lack of growth--occurred as well es
upon any independend iptention to incresse the relative share of
either consumption or luvesiment. IBY the cewes enelogy, the ralsing
of mlitary expepditures would have an smpaet on these other sectors
gnd the effect 61’ this impact on growth would depend upon the composi-
tion oi? the incressed militery effort. It seems 208% m&som’ble %0
cosume that eny such increase ia mlit&fy espenditures would be in the
areas of odvenced wecpons techmolegy and would therefom compete with
the invesiment resource demawnds of the heevy industrial sector thus
cousing & slovdorn in overall growth. Should the irpact be oriented
townrds absorbing HIEPOWSY incr@mnw which might otherwige be
alloccated to the consumption sector, growid wight also be inhibited
by the allocation of mEROPOWEY to support & loxrger conventionnl military
esteblishrent.

By sector of origln, industry vill comtinue to be the favored
sector of the Sovict econcmy through 1970. By 1965 @o much as 0 perceat
of GNP will be industrial in origin; by 1970 this ghare may rige to aboub
45 percent. Agricunltuwre will grov ot o glower rate them CNP; its

d2=
SeR-C=R-E-T
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share of QP owiglaated will probebly drop from aboub o third in 18E0
; = LY X, 2 L9
o about o guavter i &
TS y in 38585 an G oy - 2013 gaoB] P L
: 955 and to pe b2 one-2ilth in 1970. Comstrvetion
e . ~', v"-'. P L
and transportatlon will grow 8iightly moz then GEP as o whole
v AR & S TOOLe
vhersas commmieaticas will als8o grow noy : ¥ than GNP as a whole
. N Y 2. [ A e REC
but it i8 s0 smell & i t - ' '
e it im a2k). & share o SrEReT 39 3 = D
: bare ot present thot 24 8till will uwot be much cver
one percent of voual GNP oviginnted by 107
coval G originsted by 1970. Tesde y Qomestic and Irtore
lonal, spd 7111l probably grow, in the aggregate at aboud
the gane ‘
sles of defense expanditures indicate on estimnted
reakdown, for 1860, as Follows:
Peroonnel costs 28 pareent
Operaticns and Maintepapee 17 p'ez?cezzt
Procuremsn ' 26 percent
Ctherp# 29 pevcent
Projecticns bSeyond 1560 are nothing more than b@atém’ﬁm“’m@ of

= T J'?! ‘R w3 3 =2 S = A “V\
cepebilities. We estimate thab s Tor the ehort teym (2 or 3 yemzs),

-

§©v§,e% military expeaditures wilj‘. remim A% Zhout the saze level as o
the recent past (roughly level) simee -1955).. Tals estimate 1o prediecnted
vpon the foct that the reguirements of ‘the zﬁassﬁ,ve Gevelopment progrom
of the Seven Year Plan Tadd most zafzav:ii:«y on the heavy industrial sscior
in these yeaws. 3 ¢ Teat problens of meupover, iadusteinl

wolernization; avrienlinenl o aticn: Sus e
. LORL; & \ mechanization; and industrisl ond egricultuenl
oxenization and mavmnmens Par o
gRuizaeion and mRvogepswt are most critical dwring thin time nsricod,
inm (é.'?i"’}j’ Ledit defongs T b Perea 2 2l
The explicit defcuse buiget for 2950, Whrvohehev's announcamant of tveop

refuctions, aeticas o : 8 hroma
SCLOnS, acticus eai:erz to inercase the ruzler of workers in the

Infustriol labor fow wf the fwy BEeo
SUCE Loree andl the lsplersatoticn of coot reduevicn incentives

$: i A o L :
% Ineclvies: Faciiditieo s L2gearch azd Dovelorr:nt, enf other prora—s
(avelear enerzy) eve. ‘ ‘ B T
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o the dnflusterinl scetor el tend to support this cttimate. RBayond
1962 we con only estimote whot 200t 6:(" these economic problems will
become Lar less scute ond et therefore a highor level of dcfense
experditures £olls more reedily into en cotimate of Soviet capabillities.w
A shaxe @f GWP at o level of 9 or 10 percent i3 not mreasopable .
Aoy estimate of what the share will aetenlly be im 1965 ox 1970, bhowever,
16 predicated on espumions as to vhat the imtermsticssl ofituntdon will
e ‘jlm those years oo well s whot Soviet intenticns axe in‘ those yonrs
a3 well as Lor earlier awvd inter yeard. Given cither an implerepted
dlcarmrrent egreemsnt or Soviet takez-over of the Free World by 1970,
Gefense expenditures in tued yeor might be ag lov e8 ome or twe pereent
o GIP. .@*@r&er conditlons of cm daterdificd cold Yar, or full mobllizatien,
they could be os high as 25 to 45 percest. Under @ contiowmtion of
pregent conditicns defeonse experditures z2y well rarin at on absolumte
level or rFise sligbtly (owr 3 percent 1imit). A techoologiead, break-
Carovgh L edvovecd veaponty could recult dn & mrowth rate epprocching
the grovih rate of OGP iu ﬁ@@@e Inter yeers vithout o predictable
izpact om overall, mrowth. T arder words, Were 40 mo way, Lrom om
é@@n@ic epaldyndo Otendpodat @f predictiog EB level of defepse expepid-
wres Lor 1965 cud 1970. Such projections com be made only 1f Sovied

* Lokenticos mnd Soviet VeRponTy developwent awve egpliecdtly estiwnted.

“ Toe "other poimt of vicws" eRvisages o xate of increase in w1 taury
expengiturer in 195062 at 9-10 parcent bor cnovn; with o combtimuntica
86 that rate thevcaticr. Our (ORR':) position 40 slply that fer the
Apzzdiate futvee (80-62) such on laerease vould couse @ serious dwadm
on resources rsguired for Seven Yeow Plom £uiffidrent and Whnteoin owe
Julgment--the Soviect Izoderohip 46 cerious cuovgh cbout that fuleillreat
ot 4% will cdleecots the reoowreen pseded. Bayord 1962 esticates
bre zacescerdly baoced om ™mtentlcnn® ond cecweie pralysis will pod
begin to predies Latemtdons.

e
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In the Euvopenn Sziellites ccowomie grovth i empesied to o
c«sgmewmm slover thma; Ia the USSR but otlll atb & xate chbove thal of
the rest of Western Burope. They will, however, contrikuils a
deelining shbare of total Sino-Soviet Bloc GNP betveen neow and 17570
Op the other hand, the Satellites will eiperience ve nbively wugid
cverall grovth coapsred to Western Burcpe, & high degree oF |
Imdustrielization, and an inereasing stability (Lfor bthe short xu
and possibly for the perlod of this cotimate) as members of the Blov
allicnee. (WP vill probably imcremse at 5 o & percent ammwally
and Ledustrial production at 7 to 8 pereent emmunlly, with e Righer
rates ot the beglonipg rather than the end of the period. A3 s the
U83R, lving ctandaxds will ipcrease significevtly maf, by ibe onc
of the pericd may approach the 1958 Weot Germam level.

Tovestment will be o priority sector im all of the Sateldite
econonies; groving ot a rate sbove that of GIP grovth whwougharst
the pericd of this @@-tﬂmtfeo For o short peried during the "Gew
course” and Imwsdiately f@llowi)b\vg‘ “he Polich apd Hunoexias wprdsisws,
Anvestuent vas stabllized vhile conswprion was reised o “stable”
stepdards. New iovesthesat drives (partleularly im i@ﬂm@%ﬁv) e
sinee gobtten uwdesr VaY A6 &8 RLECLEBATY @0@@*@‘& of GFP growth.
Comsumpticn will probebhly rise 2 to 3 perxcent per capilts aopually
Deflense expendituwres in the Ruwropeozna S%i‘c@llgi“@eu are extremely
difficullt to meoswre; sty seem to Love beer about § percent of
GTP over the recent past cnd vill probably memeim ad thot level
during the wext decade. A3 dn the USSR agrievlture wili grov al

rate beloy thet of overall GWP.

' Reviced: 24 May 1060
Approved For Release 2002/06/13 : CIA-RDP79T01049A002000100004-4




Approved For Release 2002/06/13 : CIA-RDP79T01049A002000100004-4
§-E~C-R=8-T

Sinvee 1957 the Satellites have atrenpted o @o«:rdim‘t@ ecopcnic
plraning @m@\to bring chbowt specilalization in profuction throvsh the
CHMA orgenization. Tals tremd will combinue throughout the current
decede althoush progress im this direction will be beset by FaRy
digLicuitics.

Ta Commmist Chipn growth will continve to be rapld during the
1960”@° Retes of grovih of ORP aud industrial production vill exceed
<hose of the USSR end the Furopemn Satellites by @ counsiderable
margin. GNP will dpcrecse to about 25 tiwes the 1959 level amd
jpdvatrial production neerly b times. Cozmweist Chivs will reach
o total size im 1970 mearly ecqual to the USSR im 1958 (in GNP and
industrial production values ).

Toe mpi@ Imdustriclizetion of the seoncry aud the resultant
lorge inerease im the urban population will result im & rise of
average per copiita comswption, abt o rate that ias estimated at
b percent per smava. The rete of growth of GFP apd industrial
production 48 projected to slovw dom im the latier part of the
10 yeew pexiod. A per capiin iuncrease im consuwmpition averaglos
less tham b perecent per convm cowld meom thet GRP end dndustrial
growth rates would not slow down @8 much a8 i8 estinnted.

Tn eny event, Commmist Chize 16 o rapldly groving incremeat €O
total Bloe econcmic power cnd will tale on increased importasee im
oy econcmdc pover "equation” durlng the 2060's cnd the 1970°s.

Toe estimnted growth of the Sino-Soviet Bloe Lyom 1960 through
1970 is shovm im Teble 2, below.

<16
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Teble 2
GIP and Industrial Production
Sino-Soviet Bloe ‘

1960, 65, 70
BillioleSS Dollarg®
s® 1960 1965 1970
USSR - 230 310 420
Buropezn Sptellites g0 120 150
Coxmmist Chine o0 140 190
Total Bloe 530 . 376 ;{%
Industriel Productiomixt
USSR 100 180 270
Buropean Satellites 60 90 120
Coammmnist  China 30 __62 @
Tot=2d Rloe 210 330 490

#  Rounded to nearcest $10 dillicn '

% Value of Finel Profuet. Fioal produet is & more inclusive. measure
then Value Added by its inclusion of puwrchases From other sectors,
rarticularly from agriculture apd trassportation. Roth coxneepts
are pet of double counting within the secetor. For a ecuperison
of Fipel Produet apd Velur Added mzasuwrenznts of Irdustrial
produetion in the US econcay see Table 23, beloy.

W In 1955 the value of finsl product of Soviet industry was 31 percent
of the comparable magniiuvde for U.S. industry ($T77 b111lion-USSRs
$248 BLLLLom-US) '

Table 2

Coaparison of Industrial Produetion Megsures cnd GHP
(Value Added and Fipal Product)

" 08
1957 and 1958
: Bllliom 58 Dollaxs
Grose Fationsl Product 1 1958
: ) %52 E%a

Induetrial Production

-18- ‘
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axe adequate to support pmﬁeﬂ output Increases eed it is eatim?;e@
T2t mew plent construction will provide processing facllities which
will epzble Chioe to produce am output of somz 200 »000 m.¢. by 1970.
Such @ level of outpudt would baxrely meet eaaticipated domzstic reguirve-
Rents. Im_ the USSR emoval production w2y rise to L million tons by
1970; comsumption regquirements will rise 1o about the sawe lavel.
Hovever, self-gufficiency sn the USSR mzy se achieved by that date as
& result of inecrensed output coupled with the current program Of
sulstitution of other metals, rrigarily aluaiovm, for copper vherever
fte@ysible,

Tee aluwdows supply position ia the Bloe presents o much move
favorzble picture. Im the USSR, production will wise sharply and,
despite the vigorows progrom of subetitution of alvwiuum For CORRar,
preduction will exceed requivemzate to o a@gree which will allow o
contimued rise in export cepabilities. The ope wafevorable spot Ia
this overall pictuxe 46 the low quality of the alirdipous ore paelslealh i)
of the Blec. Tizse oxes require more processing than those used im
the West ond comsequently make Lfor grecter prc&u@ti@m costs. Sigal-
Plcant expansion of Soviet exports %o the Wesd =y Be deém“: oR
aeccess $0 lovecost, high-quality, eluinous ores from extermal Bourees
ouch @8 Afries or Soutkenst Asizn. In the other cowatries of the Bloé o
profuction will aloo rice sherply but they will combimue %o be
depondent on the USSR for sowe slu=daoum Lyports watil at least 1970.

=21
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To the Bloc o8 & whole nucleer energy output will be less oz
1 percent of total erergy output throughout the pericd.

Tne Sino-Soviet Bloc will continue im the 1960's--a8 in xeceub
years--to rapldly lncrease i’bs output of producers goocds. In scme
jtems--and for one or more countries of the Bloe--these oﬁtput galas
will meen cn ebility to imcrease ¢the sbere of producer durables as
a part of total Blec trade with the Free Woxld. .

In the USSR, with the major exception of chemleal equipaent,
estizated output of producers gocds during the 1060a70 pericd appesrs
adequate to support plauned cconomic growth. Profuctivity increases
resuliznt frop wodernization sad avtomation of profluction processes
w1l be sigaificaat but mo iechnological breakthrocugh” cen be fore-
seen. Output of metaleutting machine tools w31l wise fxom 160,000
updte dm 1960 to 200,000 wmits inm 1965. Beycnd 1955 output ia uwliis
18 not expected to rise pignificenily. An inerzasing ghare of total
output will be of the moxe eomplex, sutomatlie-type, Eachine tools emd
the total veluz of outpub will combimwe ©o rice throuwghout the
peried. Exports of machine tools to The industriolized West axil to
the wierdeveloped coumbries of the Free World moy welld reach sigal-
Pleent levels throughout thie pericd. With scwe poseible exeeptions

moot of these cxports will be of tasic-type, geReral=puxpose, tools.

27
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they can be incorporated into end items by the preseatly existing Final
assembly plents. As a consequence, some items, such as receiving tubes
and other stapdard components, began to move in irternational trade in
1958 and 1959. Output of more technologicdlly complex equipment, however,
continues to rank low in ccmparison with the USSR and the Europesn
Satellites and the pericd 1960-1970 will comtimue t0 see intensive
efforts to reduce dependesice on outside sources for these types of
eguipment. Such dependence will probably be sharply reduced--but not

eliminated-~-during this 10 year vericd.

C. Technological Growth, 1959-1970%

Gzneral ecoﬁomic groafh.rates forecast for the Sino-Soviet Bloe
ovey the next decade--and particularly irdustrial production growth
rates-~carry with them implicit assumptions of significant technological.
progress 1in most--if not all-~Ffields of economic activity. These
technological gains sten from two basic sources. The Ffirst--and <o
date (approximately) the most importeant--of these sources has been
"vorrowed" Western teéhnology° This is not to say that the'Blocg
and particularly the USSR, hs ag not made significant technological.
gains through its own research and development acuiv1ules, but rather
that the bulk of Bloc industrial tgchnology is based on pre-existing--
Western-technology. At the present time the gains vhich cen be realized
through>the additional borrowing of new techunology are much less
numerous in exemple and, in genarel, Jless significent in impact.

Secondly, Rloc--particularly Soviet-engineering research and development

®  fignt jrdustry growth (consumers goods) has been lawgely ignoved in
the vreceding secition on industry--it is treated later in the Consumer
2ifare secition.
-3
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[ N = U e
is at a high level of cempztance and Phers I- gvery r@ssrl o &IpGeT

» et Ny TP A ey . P R j*'{':’} NG -\‘
that i1t will condinua ©0 grow A suowbn®. Ao geing Tn tha Tidespread
application of modern indusiriel sechuology vwilil te vede by the USSR
. ) > 4 cnm ST e ko e
during the next decade. Somz of chese gains will meobably cors in

O
{ i

isolated production areas and will dend support o the Sovist goas. O

e P

"eatching up"--at leest within those 82788. “ate necwowing of the gap
petueen Soviet and Wesitern achnology wild, raducs fusure Sovizt
c&pabilitiés to make ragid galipe huy will 0% reverss “ha trepd.of
rapld techmolowlcaj growth in the §1a2 ~Sovict Fhoc. Productivity galns
will continuve to be large and ¥ill 1emd eootinusd sugport to xepld Gae
ard irvdustrial growih.

Tachnological ipnovetion is uot, eitner in e wavket orieated or in
s Soviet-typs economy, a ke-all end en erd-all in itself. Absorbtion
of mew technology into the productive processes of cconomi.c activivy
is a problem in any Gconomy. Yp= Soviet lezderzhip fboww an BURTCRESSs
of some of the basic problems thot can impsde the absoxpition of tachnology
by the USSR. éiven a convinued vapid rats of wechnological grovth and
sucéess in the sbsorbtion of this grovih into cconomic ectivities the
USSR will press very herd during the next decada ageinst the prRgent

US overall superiovity in imdustrial tachnology.
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G ‘I‘fampoﬁ;&tiom and Cqmmﬁ;icm_ai;ions Devetopmexiis, 1959-70
The iniend transpart oyoien of the Rlot will meet the demands of
the eccnomy Auripg the 10607 siiblugd 1 wiil beve jitble reserve
espacity. Imiirozis wiil perform aw estinated TH parveent of lolad
top-kiicmeties. Coumtmis: Chiuxs's Inland syslem mey o lotger be a
limitation vpon the raiz of growth Ty the close of the decade. Coaw
siderstle ivcrsese iy efficiency o7 iﬂ.’lﬁﬁﬁ trapsport w:_;i.;iJL be apined
frem technoiogicel ifuprovemerts. hAetivities by CiMA evd OSSHD in
this Pleld will :i,muf@ tmoroved conrdivation of inlsnd traveportaticn.
The Bioe merchsnt fleete will grow ai s phevoreinl rate over the
next tex years aljeont trlplicg deed waight tormuge to over 16 millior
deed weight tous. The percewisge of worid ivtermpcionnl sewborne
cargo carcied oy Bloe vesssls will, govertheless, only imcrease from
atout &% 5. 1960 to sbout 10% of the totmdi in 1970. By the eod of the
decade, hovover, Bloc vestels i 11 ke abie to carry all intre~Eloc sea-
bope trade svd that poriion of Rloc sestorze trafe with Western countries
which wvould under rormnl shippiug practices te earried in bloc shipg--
gkoit 60 pereert of the iotal. Ir edditicw there vill be atout ¥ million
decd weight tops for use in direct competition with Westerr ship m;'r».erz‘s.
Thess the mespitude of sbivpirg tounvage avallatle to the m_né Ty the
erd of the cecade wiil wot oriy relieve the curreni heavy dependence
op the West fop éthippi;;?g; sepvize. tut wiil slso provide a means of

economic peroiratior avd ccovomle warfere.
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Jver the deceds the Soviets will repidly expasd civ1i air seevRTions
vithin the Boo and will surstantially inerease intermatiosal ¢ traffic.
By eftabilehing, and i;‘.g. effeat y‘ moropolizing throvgh intertntiomal f«nuteﬁz
aeross the USSR ard other Rhpe countries they may be shle Lo abirges traffic
swny from more ofrcuiious Pree World routes. The igrge 'lr;:%:*rx?:é“s;::;? 1o bigh
rerformance sireraft required for expauaion of ecivil aviation would add o
The militarye-logisticesl copstiitiies of the Nlose. [» addi fion, the
presernce of isrge oupibers of high performence Bloc alrersft opernting
sbroad would re & frestige facior.

faring the 15070 period the Sloe wiltl continue to expard 3t
capabiiities 1p the fleld of intermmtionsi broadeasting ms 8 wempon of
W or eporisres in the propagonde tattle Tor itofluerce dn the e e v oped
eonntries ., Integration of Siro-Soviet Bloc tels comminications Faellities
protably w:il,'l proceed st av mecelerated rate.  An orgacization wi t;.k.-fiu‘ the
Bloo, dominsted by the USSR, $s overseeing the stands rdization, {:tegrmtion
and expaasion of domestic and intevpational telecomwwmmications fsclitties
sod mervices. by the eud of 1965 the Bloe provably will heve mude wuch
progress in the provision of » nighly integrated telecopmunications syslem.
This will be anotber factor Favoriog the cobesiveness of the Dipe. In sddftion
these developments will be of fmpovtance for militery commupirations within
the air defence g, W

1o the aixt decsde, covninued rapid growth in the production o
telecomiun catione squipgent willd permit the Bloe to r:x;;am:" Tis nales to
underderioped coustrivs.  n gpite of the Present tizght supply of
vrincunun “" T EebL withaon the Bloe, subetaniisl amounts of such

BRESpeRE have aiready been Saported or committed to rhege countries.  Saies

s
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and installation of this equipment are not only another element of the
economic offengive but offer opportunitiss for the acquisitiocn of
irtelligence and for “he subversion of internal control structures by

manipulation of teiscom faciiities as vell.
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I. External Relations

The complex of political and economic factofs which determines
the course of Bloc ¢rade, as well as the pattern of action-reaction
vhich characterizes international politics, remder projections in
this sector extremsly vulnerable. A change in any one of the myriad
Bioce politieal and @cpmomic relationships could sigpificantly alter
the patﬁern of Bloc trade during the next decede. There are, however,
several basic influences vhich are constants in this trade. Bloe
trade will continue to serve primarily as a meens of acquiring goods
needed %o accelerate economic growth along plamned lines, so that its
volumz and direction will largely reflects iﬂternaliinV@stm@nt d@cisions
within the Bloc. Bloc leaders will continue %o view trade within the
broad coatext of Bloc political relations with the three major

-political areas into which they see the world divided: th@ socialist
camp, the capitalist cemp, and the colonial or former coionial
countries. Trade will bs used, accordingly, to strengthen the Bloe,
divide the capitalist camp, and wean the underdeveloped countries

- awey from the West.

Based on the experience of the past 10 years it is assumad that
Sino-Soviet Bloc ¢rade will grow at about the same rate as GRP, so
that trade will bear about the same importance in totél Bloc a@copomic
activity as it bears today. The declining growth rates projected
Tor total output and industrial pwdduction over the nzxt 10 years

are thus parallelled by declining rates of growth for Bloc trade.

-14.3..
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Within éhe Soviet Bloec an increasing wationalization of
economic xelations ﬁill be achieved by 1970 through closer éoordinatiom
of national cconomic plans, increased regional a@& national speciali-
zation of production, and a greater imtegration of ecopomic activity.
It is further anticipated that atteampts will be made to wmodify
certain Bloc practié@s which contisue ¢o inhibit the rational distri-
Lutlion of Bloc r@sourcas'(@oge bilateralism, differeness inm mational
éo@t»pric@ structures, and meaningless exchange vates). The increasing
Soviet-Satellite and iptra-Satellite exchanges planned for the mext
five yoers are expaciad to solidify for an indefinite period the
prodominant role of the Bloc, and particularly the USSR, in Setel-
1ite trade. These measures axe expected to make the Soviet Bloc a
more wnificd and interdependent region, both ecopomically and
polisically, by 1970.

For China, commodity exchanges with the Blo¢ will be much less
essential after 19T0. Chima's lesdership gives primacy %o the goal
uf achieving a high degree of economic self-sufficicacy and, while
trade with the USSR is expected to remsin at & high level after
l97@} 1t will grow et a reduced xate as China's modern industrial
capacity is able to provide imcreasingly larger shaxes of the machinery
and equipment required for ecomomic developmsnt. Insofar as Chive's
current depcandence on Soviet machinery deliveries has imhibited

opposition %o Soviet polieies and wishes, this inhibition should be

- 4 -
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lessened aftor 1970. Thus there are forces at work whics will tend
to weaken the degree of cconomic amd tuerefore political ecouesinp
i)@tween China and the rest of the Sommunist Bloo alter l?’fon

There will be an expansion of Blec trade with the industrial
West, primarily to obtain the advanced equipments and technology
pecded to accelerate the growth of the Hue's cconomic aand miituxy‘
poteptiak. Tais trade will, however, répz“@s@m a relabively smadl
share of ths total trade of cach side, and tue ceonimic development
of meither will be vitally dopendent om these tradinmg relations.

It is highly unlikely that the USSR will seek %o disrupt
Westers markets as a measure of economic warfare gince the effertive-
pess oy such actions 1s questionable and the results would impasy
the basic objectives of Soviet trade. Kegardless of intentions,
huwever, the intemsity of speradic Soviet exporth drives -- desisned
peimarily to acquire foreign exchasge -- could have disruptive efierta
similar to those caused reocently by large-scale Soviet eotry irie
worlid tia end aluminum maxkets. The Soviets will gonerzliy
amemable o negotiations, however, both bocause of thelr dealre
ta have a voice im Westorm marksting arvangaments and beeouse wirh
actions antagonize ceriein upderdevelopsd Producm; countrigs wits
whose products thosc of the USSR compete.

Bloe @ﬁonémic relations with Free World wederdevelopzd eountrien

| will be used chiefly to extend the sphers of Bioc influence in

these axrcas. This basic political motivation renders the trade
- bs -
S-E-C-R-E-T
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»highly volatile, since its fubure devolozment dercnds both on the
agseesnzns by Bloc leaders of the potential political galns o ba
achiaved sud om the reecptivity of ths uacommiviod countrizgs. The
substantial politicel gains which have acerucd o the Bloc so fax,
and the insignific&n@ eost 0f thils progrem In worws of Bloc
domastic aconomic activity, will bo a s@réng}in&uc@mﬂnt o doc
lgaders to coutimue the gconomlic offensive. This assossmcnd would
chang@.if the Bloe suffored severc polivlesl rovoreos o those avoses.
Among -vhe vederdevelopad countties the Bloc program has so fax boom
ganerally well xeceived. As the cconomic strongth avd politicsl
prestige of the USSR cwd the Rioc coatinuc %o grow, the reluctence
of vacommittod countrics o extend econémic relacions with the Bloc
will bs diminished.

Th@vaogram is expeet@dlto expand geographically over the mext
Five years, with nominel agsigtonce being offered to meny. countries.
The concontratlon of lerge guentities of sid in a givon country
will most Likely occur oply in geographically or politically critlcal
cowntrics. Whereas the mext five yoars of the offensive will be
concentrated on the Africem contineat, it is expacted that the last
half of tha 1960's willsco a greater conccatration of trade and ald
offars im Lavin Awerica.

Toe ofifensive can be substentilelly increased in volums without
seriously affecting ecomomic progrems within the Bloc. An increase

in ercdit extensions of $200 milliom a year would bring ebout wet
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dravings of a,b.yomt cae billion dolJLars appually by 1970. While the
USSR willcomtioue %o be the chief source of Bloc aid, especially for
laxrge projects liks the Aswan dam, the Buropsan Satellites are
exprcted to provide a laxger amount of cconomic essistance them in
the past. China's sid progrem will be rgla@iveiy independent of
that of the Soviet Bioc, and its sizc and concentration will depcand
primexily on politicnol d@veiopmanﬂs in Southeest Asla. The Chinese
aid.po%cnt$al will be cohanced by China's xapid economic growth and
by ecxpacted improvemssnts in its balanee of paywents.

Some shifts are anticlipated in the commodity composition of Bloe
trade with the underdevelopsd arcaes over the mext 10 years. The share
of mechinexy snd equipmsat im Bloc exports will continue %o rise,
particuiarly as the Buropeen Satcllitcs take a more active part in
the trade and aid cffensive. A more promounmced shift shouwld oecur
in'Bloc imports from these arces. The developasnt of the basic
industries of the underdevelopsd countries, built largely with.
forelgn @ssistance, will provide opportunity for imcr@ased exports
of industriel raw materiels, im manmy of which the Soviet Bloe 1s
deficient. Similarly the Bloc may provide & market of soms signifi-
cance for exports of the m@@ywd@veloping consumar goods industries

-in these areas.
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